Introduction
The article is a minor extension of the author's previous research on the factors of enterprise valuation 1 . The approach used is the retrospective analysis of a strategic privatization, making use of the public information regarding the global steelmaking leader, and the author's professional and life experience.
Back in 2000, the largest steelmaker in the Central and Eastern Europe (CEE) -Sidex Galați used to be depicted as 'the largest black hole of the Romanian economy', in the media. After the privatization, which was considered the most successful of all, a milestone in Romania's economic reforms, we are looking at the #1 steel producer.
The article casts a critical eye on the company, and the research question is to identify the most important factors of the enterprise value in order to model this relation.
The main hypotheses considered in this research is that the factors that determine the enterprise value should be considered mainly from the buyer's point of view (who finally pays the money or not); from this respect, the number of shares (i.e. the controlling percent) that the seller is going to give, and endogenous factors, such as the debts the company accumulated or expected cash-flow, are very important, rather than an asset view of the company.
Literature review

Company internationalization
In Romania, the largest steel maker in the CEE area -Sidex Galați was making heavy losses (13,28 billion US$ 2 by 1995) and the government wanted to sell it, yet save the jobs of 28,000 steel workers; the pro forma sales price was US$54 million, on condition that the labor force was retained for at least five years and the new owners committed themselves to investments of US$350 million (Marianne Beisheim, 2012) . Voinea and Dancau (2003) indicate that such a success story is the result of conditions such as: (i) a commodity type of industry, (ii) an industry in a consolidation process, (iii) existing demand for the company products, (iv) an investor with a global reach and a focus on emerging markets (editors M. Marinov, 2011) ; also seller's eagerness was essential for the group' success in the acquisitions' process (Policy Warning Report, Romania, 2003) . Another strategic factor was the exemption from the 30% surcharge on steel imports imposed by the U.S.
At the time of privatization, Sidex, a centerpiece of Communist Romania's industry, was very vulnerable: bankrupt, relying on barter for its finished steel for raw materials, facing major technical problems, while its 27,000 employees were looking for a solution from the state. Given the industry turmoil, Sidex' difficult financial position and competitors' lack of interest, Mittal was probably the only potential investor with a global exposure (Daianu, 2004) . The company was sold for $366 million to an Indian entrepreneur who envisioned building the world's top steelmaking group by cheaply acquiring huge money-losing state-owned mills from governments desperate to remove them from state books and then by applying strict management techniques, by producing low-cost, lowerquality steel products and selling them through his global network (Green, 2002) .
Before the year 2000, this company represented the largest single source of interenterprise arrears, so the injection of cash into the business and the elimination of barter, impacted positively on the company's suppliers and customers. The privatization of Romania's largest steel mill was assisted by EBRD financing in the form of a one-year €113 million working capital facility, €67 million of which was disbursed in November 2001 (EBRD, 2001) .
The majority of studies on the impact of privatization consider the profitability, real output, investment, productivity, and employment and the results on improved efficiency are particularly robust when the firm operates in a competitive market, and that deregulation speeds up convergence to private sector levels (OECD, 2003) . Megginson and Netter (2001) , in their survey of microeconomic empirical studies, show that privatization acts to enhance enterprise performance (John Bennett, 2006) .
With respect to company's net income -obtained after assuming certain accounting hypotheses regarding expenses and revenues in order to identify which expenses were necessary to obtain the revenues, such as the scheduling of expense accruals, the treatment of depreciation, calculating the product's cost, allowances for bad debts, etc., it can give us adequate information, while the cash flow is considered an objective measure, i.e. a company "generates wealth" for its shareholders when the cash flows improve (Fernandez, IESE Business School, University of Navarra, 2006) .
Similarly, companies calculate and publish EBITDA 3 , which is considered to have several limitations that become more crucial as risk tolerance among high-yield investors increases and underwriting standards and financial covenants loosen (i.e. investor demand remains strong for bonds issued by companies with weak balance sheets, so companies negotiate aggressive adjustments to EBITDA to depict lower leverage and a seemingly better credit profile). Moody's identified critical failings of using EBITDA, such as: it ignores changes in working capital and overstates cash flow in periods of working capital growth; it does not consider the amount of required reinvestment -especially for companies with short lived assets; it is an inadequate standalone measure for comparing acquisition multiples; ignores distinctions in the quality of cash flow resulting from differing accounting policies -NOT all revenues are cash. EBITDA is not well suited for the analysis of many industries because it ignores their unique attributes. EBITDA is typically used in financial maintenance, restricted payment, debt incurrence and other covenants that affect a company's liquidity, debt capacity and use of cash flow (Moody's, 2014) .
EBIDTA was originally used for financial analysis to evaluate companies facing economic stress, then extended to calculate the value of companies in leveraged buy-outs in the 1980s, and then to a very broad group of companies in the 1990s (Kantor, 2008) .
Modeling of market microstructure problems -whereby investors' preferences and desires are translated into financial market transactions, i.e. market rigidities or frictions can imply that current asset prices do not fully reflect future expected cash-flows -was studied by Madhavan (2000) , O'Hara (1995) , Harris (2002) and Hasbrouck (2007) (Brooks, Introductory Econometrics for Finance, 2014) .
Methodology
This qualitative research is a minor extension of the author's previous research 4 aiming to identify key factors of enterprise value.
As I have shown previously 5 , a very good and realistic valuation approach for business investments is the market-based method (comparable sales and transactions). The analysis of the terms of Sidex privatization shows major differences in the price paid for the controlling stake of Sidex and in the other terms of the privatization, as in Figure 1 , most probably due to very little negotiation power of the seller who lacked the global picture of the steel and its advantages. As in figure 1 , similarly with debt-burdened Ispat Mexicana bought by Ispat International 6 for $25 million cash and the purchase of $195 million in Mexican government bonds at near junk-level interest rates (Green, 2002) , the initial pro-forma sales price was less than Sidex turnover (of 73 and 74 mil.US$ for the years 2000 and 1999).
The financial indicators (in US$, for comparability) of the Romanian steel producer evolution, for the period 1996-2016, help us understand the company financial vulnerability at the time of privatization, as in figure 2.
As we can notice in figure 1 above, the production capacity (and its wear degree) is of major importance, due to the significant investments it encompasses, and that is why it will be considered in an enterprise value model for steelmaking companies. The normalization of financial statements, required as the first step for benchmarking, business valuation, or merger and acquisition, comes in many ways based on the appraiser's professional judgment.
The net income, cash flow and financial revenue have traditionally been indicators of the company value, buyer's decision being usually grounded on: the cash-flow predictions and expectations, clients and market concentration in a strategic decision to become the global leader (Fernandez, Cash flow is a Fact. Net income is just an opinion, 2017). Sidex total assets (over 1.1 billion US$) at the time of the acquisition did not raise to this value the price paid, which covers for the equity derived from the debt-equity swap: the price of 70 million US$ for 90% controlling stake in Sidex (Policy Warning Report, Romania, 2003) .
After the privatization (2001), the business has been rethought and restructured 7 , by means of: cost-cutting methods, voluntary departure schemes for the employees, sound branding and rebranding, vigorous marketing and market positioning; renegotiated the long-term supply contracts for the 14 million metric tons of raw materials that Sidex consumes annually, using new contacts and computer pricing models; old debts were renegotiated toughly. It was considered that geographical coverage and the correct application of basic modern management principles (Green, 2002) , with zero tolerance for theft/ illegal acts in the company are important elements of success.
Revealing an ambitious endeavor to become the world's largest steel and mining company, the successful consolidation strategy with many major acquisitions all over the world, including Sidex (Romania) in 1999 (ArcelorMittal), lead up in 2006, to the takeover of Western European steel maker Arcelor (Spain, France, and Luxembourg) at a cost of €40.37 /share (approximately $33 billion), a premium of approximately 100% excluding dividend on the closing price of Arcelor shares; the resulting shareholder structure was 50.5% for the shareholders of Arcelor and 49.5% of Arcelor-Mittal for Mittal Steel, respectively.
The new group principles -an integrated model based on leadership in high value added steel, capturing growth in low cost developing markets, industrial excellence through state of the art assets sustained by sound capital expenditure levels, upstream vertical integration for cost leadership, commercial leadership based on strong distribution channels, high profitability targets including a 30% dividend payout target as part of a broader effort to maximize shareholder returns, sound capital structure (ArcelorMittal, 2006) seem still successful.
In spite of the limitations of EBITDA listed above, the group calculates and publishes EBITDA -defined as operating income plus depreciation, impairment expenses, restructuring and exceptional charges/income, as shown below in Figure 3 . EBITDA can be a proxy for the cash flow, as the figure above shows and it is a better measurement for companies whose assets have longer lives, according to Moody's. In fig. 3 , the net debt is calculated as it follows: ND =D -C Where D=long-term plus short term debt, C= cash and cash equivalents, restricted cash and short-term investments, excluding those held as part of assets/liabilities held for sale (ArcelorMittal).
The group has grown exponentially to a market cap of $ 2.26B (ArcelorMittal, 2017).
Enterprise value (EV) can be calculated as it follows, based on the market capitalization 8 -weighted average common shares outstanding multiplied by share price (ArcelorMittal):
EV=M.Cap.+ND+i-I Where ND= net financial debt, i= minority interest, I= investments/others.
Results and discussions
The article uses comparable sales and transactions to identify key elements relevant for the enterprise value, such as the price for the controlling stake.
The privatization opened up the Romanian market to capital and expertise, which can increase the revenues, to management skills and technology that help improve corporate efficiency and performance, and develop links to export markets (OECD, 2003) .
The shareholding structure of the privatized companies is very important, for example, the owner of Mittal Steel is the chairman and CEO and with his family owns 40% of the shares and voting shares in the company (ArcelorMittal, 2012) . Below, in figure 3 , the shareholders structure of ArcelorMittal Hunedoara, another company of the no.1 steel group, shows the owner of the company. Arrangements and mechanisms to retain some degree of control in order to protect the newly privatized companies from the rigidities of the competition for corporate control, especially in strategic sectors of national interest include: golden shares; stable core of shareholders; or retention of a controlling interest in the company (OECD, 2003) .
As opposed to the vast experience in steelmaking of the buyer of Sidex, the lack of knowledge of the field of other possible steel-mill buyers, the production surplus that has pushed down the steel prices, or the financial performance and stock prices of steel makers, as it can be observed in figure 2 for the years before privatization and onwards are factors that did not favor the selling price of the company; similarly, in 2001, Ispat International lost $312 million, compared with a profit of $99 million in 2000, sales fell 16 percent, to $4.49 billion, and its shares have fallen to $2.95 a share, from an offering price of $30 in 1997 (Green, 2002) .
Also the big differences in the transaction terms show how the companies' difficulties, such as the big losses and lack of investments, counted in the final price. Such element, as the controlling stake (%), will be considered in a model of enterprise value.
While, previously, Communist managers preferred to produce at any cost, after privatization, the end of the barter system was possible by the will of an ambitious owner who had the power to correctly apply the management principles (Green, 2002) . Besides the control being concentrated in only one hand, the facilities obtained, such as the debt equity swap -an unusual practice in the acquisition of heavily indebted companies -erased overdue debts at a discount premium, giving the buyer the opportunity to run the business without historic debts (Policy Warning Report, Romania, 2003) .
The amount of existing debts (at the moment t-1) and/or the debts at business restart will also be considered in a model of enterprise value. Sidex liabilities were diminished 9 by 770 million US$, which exceeds 69 million US$ (at a rate of 9 cents/$ -the discount rate applied in the debt/equity swap) (Policy Warning Report, Romania, 2003) .
Conclusion
In the steel market -with standardized products, price and/or quality of the steel products make the rules and any business valuation must consider the industry specific. The article analyzes information relevant to the buyer, which includes: the market, the company history (which usually translates into existing relations with clients and/or intermediary traders, traditional presence on certain markets, both domestic and export), initial investments, facilities and /or exemptions offered by the state and last but not least the privatization method and the controlling stake that the buyer gets. Understanding the importance of certain factors of enterprise value, possible applications and extensions of this research can be a new model for the enterprise value.
Globalization is in the nature of the steel and the industry needed consolidation. An ambitious investor has identified and capitalized on market opportunities, buying existing, badly managed plants, revealing the investor appetite for companies with potential. In 2001, Sidex Galați value at privatization was US$54 million 10 , which was less than the company's turnover. At present the group reached a market cap of $ 2.26B .
Major limitations of the present research refer is data scarcity, making the analysis and comparison very difficult. The research for the relevant factors for enterprise value needs to be carried on, in the attempt to model it.
